
income as an analog tor total income. The possessory interest tax

on cable television franchise riqhts, therefore, is tied directly

to the prices charqed by the cable operator to its subscribers.

The net effect ot the possessory intere.t tax i. very much the

saae as that of a utility users tax. Both taxes are a direct

function ot the price charqed by the cable operator to subscribers,

and, in both cases, the tax rate and the obliqation to collect and

pay the tax are entirely beyond the control of the cable operator.

Both increase the price charqed to subscribers, yet the increased

revenues from the higher prices flow entirely to the qovernment

iaPOsing the tax, not to the cable operator.

The Contra Costa County Assessor, for example, has valued Bay

Cablevision's possessory interests by imputinq a rent equal to

twenty-five percent (25t) of Bay Cablevision's gross income, then

discountinq the stream of estimated future income over a span of

fifteen years. The result is a value so high that the possessory

interest tax on Bay Cablevision's franchise rights is a tax at the

rate of four percent (4t) on Bay Cablevision's gross revenues.

Bay Cablevision is, in addition, SUbject to a utility users

tax of 8t of its subscribers' bills in one of its systems, and two

other franchising authorities are currently considering imposition

of a utility users tax. All of Bay Cablevision' s franchising

authorities collect a franchise fee of five percent (5t). ThUS, in

El Cerrito, the City which currently has a utility users tax, taxes

and fees indexed to revenues total approximately 17t of Bay

Cablevision's qross subscriber revenues.
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The data from the FCC survey does not break out possessory

interest taxes fro. the reports of prices charged by the surveyed

cable television operators. Those prices include possessory

interest taxes to the extent cable operators subject to the

possessory interest tax were surveyed. However, because California

County Assessors' super-aggressive approach to valuation of cable

television possessory interests is unique and not uniform even

across California counties, the existence of the possessory

interest taxes has little impact on the benchmark rates. Thus,

cable television operators not SUbject to possessory interest taxes

benefit minimally from the inclusion of possessory interest taxes

in the price statistics to the extent the benchmarks are marginally

higher, bUt that increase is clearly inSUfficient to account for

the higher transaction costs of the cable television operators

subject to the possessory interest taxes on their franchise rights.

Permitting cable television operators to pass-through the

possessory interest tax, then, would only level the playing field

between operators subject to possessory interest taxes and those

which are not.

The methodology by which the FCC analyzed its data and

developed national average prices from Which it determined the

benchmark formulae is systematically biased against california

cable television operators. For cable television systems with the

characteristics which result in a national average price per

channel of 88 cents using the FCC methodology, in california, the

same methodology would result in an average price of 94 cents per
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channel. The penetration of cable television systems in California

is systematically lower than penetration nationwide, so the

difference in the average price per channel is not a function of

demand; it must be a function of costs. There is inSUfficient data

to determine how much of the cost differential is SPecifically a

result of California I s possessory interest taxes, but the existence

of those taxes certainly contributes to that bias.

The net result of the bias is that California cable television

operators will suffer larger price reductions from the application

of the benchmarks, which are based on national averages, than will

operators in the rest of the country. A larger proportion of cable

television operators from California than from the rest of the

country might, therefore, be eXPected to file cost-of-service

showings. Permitting cable operators to pass-through possessory

interest taxes will reduce the bias and decrease the pressure on

California cable television operators to seek relief from the

benChmarks.

CCTA is also requesting that the FCC permit cable television

operators to show the possessory interest tax as a separate line

it.. on subscriber invoices. Such itemization has no impact on

consumer buying behavior. The only relevant consideration,

therefore, is the amount of information SUbscribers should have

available with regard to the factors that go into the determination

of the size of their bills.

The NCTA survey asked cable television operators whether they

show the franchise fee as a separate line item on their invoices.
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Approxiaately 40% do. Regres.ion analy.is of the survey data

demonstrate. no relation.hip between wh.ther the franchis. fe. i •

• hown as a .eparate lin. item and the pric. of cabl. t.l.vi.ion

••rvice. This confirms the hypoth••is that consumers are not

willing to pay a higher price simply because part of that pric. is

identified as a tax.

Showing the PO••••sory intere.t tax a. a ••parate line it_,

then, would have no impact on consUJl8r demand for cabl. televi.ion

services. The only re.ult would be an increase in the amount of

information available to consumers about their cable television

bills.

I declare und.r penalty of perjury that the foregoing is true.

Executed at Sherman Oaks, California, on June 19, 1993.

~es Dertouzos
nd Corporation

1700 Main Street
Santa Monica, CA 90401
(310) 393-0411, ext. 7476
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